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This paper analyzes the determinants of FAFH expenditure for Chinese urban households paying 
particular attention to the impact that reforms in the social insurance system will have on this 
market. Existing literature in this field mainly focuses on the effects of income and household 
composition on FAFH expenditure. However, nobody has ever estimated whether reforms in the 
social insurance system, which are aimed at increasing China’s domestic consumption, will affect 
FAFH expenditure at all. This kind of analysis enables to shed some light on the ways in which 
sources of financial risk, such as sudden high medical expenditures or lack of entitlements to 
income in the old age, can have repercussions on FAFH expenditure. At the same time, it gives 
some important insights about how improvements in the social insurance system will affect the 
future of this market. This paper utilizes a 2002 dataset which comes from a survey series called 
Chinese Households Income Project (CHIP). The advantage of choosing this dataset is that it 
contains detailed information about households participation to the social insurance schemes and 
consent to carry out a comprehensive empirical analysis. 
The findings firstly confirm that the FAFH market in China will grow at a greater rate than the 
overall economy in the near future, as it has been found by the most recent literature in this field. 
Specifically, the calculations lead to the conclusion that FAFH is a luxury good for 78% of the 
observations and a normal good for 99% of the observations. In addition, income elasticity shows 
increasing trends for lower income groups of households, the highest peak is estimated to be close 
to the middle of the sample and it then shows decreasing trends for the higher income groups. 
The empirical analysis also reveals interesting age and student effects on FAFH expenditure. 
Consistently with previous studies, young households are estimated to expend more on FAFH than 
others. More interestingly, empirical evidence shows that students account for a large part of this 
effect. This finding is very important for understanding the identity of FAFH consumers in China 
and apparently it was ignored by previous studies. The fact that students often live in school 
campuses and eat at the school canteens might be the reason for their high influence on households 
FAFH expenditure. 
The most important findings however are related to the effects that the social insurance policies of 
the Chinese government will have on FAFH expenditure in the years to come. First, the household 
total contribution to the individual pension accounts has the effect of increasing FAFH consumption. 
The result is robust to the controls for city effects despite the high number of city dummies. The 
proposed reason for this fact is that households who contribute higher amounts of money to their 
















more on FAFH. Accordingly, if the Chinese government achieves its goal of considerably 
extending the coverage of the urban pension system, FAFH consumption in China will increase as a 
result. 
Second, there is some evidence of a positive effect of the housing fund balance on FAFH 
consumption. Households participating in the housing fund need to save less for the future purchase 
of a house, thus enabling increased FAFH consumption in the present. This result is not robust to 
the city controls, but when household contribution to the housing fund is used as a control instead 
of the housing fund balance the alternative variable it is also found to have a positive effect. It 
follows that the increased provision of affordable housing from the Chinese government could also 
have a positive effect on FAFH consumption in China. 
Lastly, the increase in out-of-pocket medical expenditure over income explains a large reduction in 
FAFH consumption, especially for poor households. The suggested reason is that the timing of 
medical expenditure is often unknown with certainty and the expenditure it is not amortizable, this 
leads households in bad health condition to maintain high savings level and consume less. The 
influence of medical expenditure on savings level is documented by several studies. Similarly to the 
pension effect, this result is robust to the controls for city effects. In addition, the dummy variable 
controlling for household heads having no medical expenditure coverage from an insurance scheme 
leads to the same conclusion. Accordingly, if the Chinese government succeeds in extending state 
payments of medical bills through medical insurance schemes, thus reducing the burden of medical 
expenditure on households, FAFH expenditure will increase as a result. 
Further confirmation about the effects of the participation to social insurance schemes and of the 
government subsidies is given by the negative effect of the number of migrants in the household on 
FAFH expenditure. The reason is that migrants are excluded from most of the insurance schemes 
and when they are included they are subject to much more onerous conditions. FAFH expenditure 
will increase also with the improvement of social insurance services for the Chinese migrant 
population. 
No empirical evidence is found in favor of a negative effect of educational expenditure on 
household FAFH consumption, nor it appeared any sign that under a specific house value Chinese 
households limit their expenditure level. 
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China’s domestic consumptive expenditure increased enormously in recent years. The Chinese food 
industry clearly reflected this growth in the last two decades. In particular, in the catering industry, 
as eating out is becoming a habit for more and more people, the revenues of the restaurants have 
been growing continuously. In 2000 the whole Chinese catering industry earned 52,850 million 
RMB (52,744 million RMB in 2002 prices) and this number grew to 380,900 million RMB in 2011 
(206,942 million RMB in 2002 prices). The growth trend can be better visualized in Figure 1.1. The 
number of enterprises involved in the business increased as well from 3,508 to 22,496, in 2000 and 
2011 respectively
1
. Expenditure in this sector has been increasing because of both increased number 
of people participating and increased average expenditure. This scenario implies that business 
opportunities for domestic and foreign companies are also going to increase in the coming years. 
 
Figure 1.1. Business revenue in the catering services sector (2002 prices) 
 
Source: National Bureau of Statistics of China, China Statistical Yearbook, various years. Prices are corrected for inflation using the 
food products index for urban areas. 
 
The most important factor leading this growth has been widely recognized as the Chinese 
households increase in income level. For instance, average urban households annual disposable 
income has risen from 6,280 RMB in 2000 to 19,109 RMB in 2010 and 21,810 RMB in 2011 
(6,229 RMB, 15,752 RMB and 17,074 RMB respectively in 2002 prices). This trend can be 
visualized in Figure 1.2. In addition, per capita annual consumption expenditure increased from 
1,971 RMB in 2000 to 4,804 RMB in 2010 and 5,506 RMB in 2011  (1,955 RMB, 3,960 RMB and 
4,310 RMB respectively, 2002 prices)
2
. 
                                                          
1
 Source: National Bureau of Statistics of China, China Statistical Yearbook, various years. These numbers are 
calculated on the basis of enterprises above certain designated size, which are defined as enterprises operating in the 
catering services and having 40 or more employees with annual income over 2 million yuan. 
2
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Figure 1.2. Chinese households disposable income (2002 real values) 
 
Source: National Bureau of Statistics of China, China Statistical Yearbook, various years. Values are corrected for inflation using the 
Consumer Price Index for urban areas. 
 
Despite these positive trends, there has been an increasingly strong concern about the high savings 
rate of Chinese households. The reason is that this figure is higher than any developed country and 
even more than any other comparable developing country. The average value of savings of urban 
households over disposable income rose from 17% in 1995 to 24% in 2005
3
 and 29.50% in 2010
4
. 
Furthermore, the savings levels started showing a U-shaped pattern over the life cycle (young and 
old people saving more and those in the middle saving less) from the year 2000 onwards. The recent 
literature about savings level in China started supporting the idea that the gaps in the Chinese social 
security system might be the reason for such phenomenon. More specifically, many researchers 
believe the phenomenon of increasing savings level is being caused mainly by four kinds of 
problems. The first is the increased cost of education which hits families with young children in the 
elementary schooling age. The second is the risk of high healthcare expenditures which hits 
prevalently people in the old age. The third is the risk of low income after retirement which also hits 
prevalently people in the old age. The fourth is the desire of households who still live in poor 
houses to purchase higher quality ones. 
In order to boost the level of domestic consumption and strengthening the economy, the 
Government is actuating a set of reforms aimed at improving the economic condition of the 
households. These measures are contained in the 12th Five-Year Plan (2011-2015). The key social 
welfare targets to boost consumption include the improvement of the social welfare and promotion 
of the urbanization and affordable housing. More specifically, the stated goals are: to increase the 
coverage of the urban pension system to 357 million people; to increase the public payment of 
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 Source: National Bureau of Statistics of China, Urban Households Survey (1995-2005). 
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medical bills through the medical insurance system until 70% of the total bills are covered; to 
increase the subsidies for education; to build up 36 million new units of affordable housing. 
In perspective, one of the highly promising markets in China is Food Away From Home
5
. As most 
of the literature indicates, it has been growing at a higher rate than households’ income for many 
years. This market is highly open to foreign companies and products and there is therefore a very 
large number of people interested in understanding the factors at the base of its growth. This is the 
main reason for conducting a research project about the determinants for Chinese urban households 
FAFH expenditure. In addition, existing literature in this field mainly focuses on the effects of 
income and household composition, however, nobody has ever estimated whether reforms in the 
social insurance system will have any effect on this market at all. This kind of analysis gives the 
possibility to shed some light on the ways in which sources of financial risk such as sudden high 
medical expenditures, lack of entitlements to income in the old age or other factors which generate 
needs for saving like future education expenditure or future house purchase can have repercussions 
on FAFH expenditure. At the same time, it gives some important insights about how improvements 
in the social insurance system will affect the future of this market. Finally, the results all-together 
will consent to make some predictions about the future of the Chinese FAFH market and also to 
give an evaluation of the effectiveness of the reforms in boosting domestic consumption, in respect 
of FAFH expenditure. The dataset utilized for the empirical analysis comes from the Chinese 
Household Income Project survey series. It contains highly detailed information concerning 
households participation to the social insurance schemes and thus offers the possibility to create 
several versions of the variables controlling for the social insurances effects. In addition, the 
number of observations in the dataset is significantly higher than that of datasets used by precedent 
research, it contains 6835 households. This facts would also make this research a good test for 
external validity of the previous studies in respect of the influence of income levels and individuals’ 
age on the FAFH expenditure level of Chinese households. 
The paper is organized as follows. The next section is a review of the most recent literature about 
Chinese households and individual FAFH expenditure, savings level, and the main social insurance 
policies in China. The third section presents the dataset that is used for the OLS regression analysis 
and the descriptive statistics of the variables utilized. The fourth section explains regression 
techniques that have been utilized in the analysis. The fifth section presents the results of the 
regression analysis and their interpretation. Finally, the sixth section briefly discusses the economic 
implications of the results and the conclusions. At the end of the paper the appendix reports 
additional tables. 
                                                          
5 Food Away From Home: meals and snacks supplied by commercial food service establishments and by eating 
















2. Literature review 
 
This section is meant to give an overview of the main findings about determinants of FAFH 
expenditure in China, to present the main reasons for considering social insurance policies as a 
potential factor influencing this market and, finally, to give a brief overview of the policies.  
 
2.1. FAFH expenditure 
 
Most of the contributions to FAFH expenditure research come from the U.S. literature. It has been 
proved by several papers that the main factors influencing FAFH expenditure are income, 
households’ composition and age. Just for reference it is possible to have a look at Lee and Brown 
(1986) and Byrne et al. (1996). Literature related to FAFH expenditure in China is not vast and 
probably still does not capture all the factors influencing this kind of consumption. Chinese FAFH 
literature also mainly focuses on the influence of increasing income levels and the age patterns of 
the consumers. Income elasticity is generally found to be very high and most of the literature agrees 
that  FAFH is a luxury good in China. See for example Min et al. (2004) who estimated mean 
income elasticity to be 1.155 and 1.195 for the years 1992 and 1998 respectively, averaging 0.848 
in big cities and 1.351 in small cities in 1998, using a parametric model. They found about 40% of 
the surveyed households having elasticity bigger than 1. Min et al. (2004) also estimated predicted 
FAFH expenditure versus income for big and small cities using a non-parametric model. In big 
cities FAFH expenditure steeply increases till a peak at an income level slightly above 4,000 Yuan 
(1998 values) and then remains flat for the higher levels, with an average income elasticity of 0.826. 
While for small cities, expenditure increases till a level of approximately 6,000 Yuan and then starts 
decreasing, with an average income elasticity of 0.947. Ma et al. (2006) also estimated increasing 
income elasticity for different levels of income using a univariate and a multivariate version of the 
Tobit model on a 1998 survey with expenditures at individual level. They found income elasticity to 
be at its maximum value for the highest income quartile. The most recent paper is Liu et al. (2012) 
who found FAFH expenditure to increase at a decreasing rate with respect to the disposable income 
level, with an average value of 0.834. They used data collected between 2007 and 2010 with 
expenditures recorded for a one-week period and the Box-Cox double-hurdle model. 
The other element that is found highly explicative, in respect of the FAFH expenditure patterns, is 
the age of the individuals. Min et al. (2004) found the age of the household head to have a negative 
















out less because of lower living standards in past years. In line with this finding is Liu et al. (2012) 
who found adults in the 20 to 49 age range to be the most influential individuals inside a household 
in determining the level of FAFH expenditure. Furthermore they found adults aged more than 60 to 
have an increasingly negative influence as age increases. Ma et al. (2006) also found young people 
to be those who eat out more, with the most influential group being the group aged 21 to 35, 
followed by the 0 to 20 years group and then by the 36 to 50 years group. 
 
 
2.2. Savings level 
 
The average value of savings of urban households over disposable income rose from 17% in 1995 
to 24% in 2005
6
 and 29.50% in 2010
7
. Savings level literature for China is abundant and offers 
numerous explanations for this fact. According to Chamon and Prasad (2010) the increase in 
savings rate seems to be caused by the declining public provision of education, health, and housing 
services. They find educational expenditures peaking when the household head is aged around 45. 
With this fact it is possible to justify low levels of savings for young and middle aged heads and the 
relative households. Chamon and Prasad (2010) provide empirical evidence in line with this 
argument by reporting that families with one child in the 5 to 9 years range save more than those 
with older children. This indicates that future higher education expenses are one important reason 
for saving. Contrarily, Barnett and Brooks (2010) test whether an increase in government spending 
on education (which was mainly targeted to primary and secondary education) was followed or not 
by a decrease in households savings rate and found no such evidence. 
Health expenditures on the other hand increase along with the increase in age. This kind of 
expenses usually are unpredictable, require large amount of money and cannot be amortized over 
time. Because of these features they offer a good justification for high savings rate especially for 
households that include old people. Furthermore Chamon and Prasad (2010) found the fraction of 
households for which health expenditures exceed 20% of total consumptive expenditures to have 
increased from 1% in 1995 to 7% in 2005. They support the idea that this fact could have accounted 
for a part of the increase in savings rate. Similarly, Barnett and Brooks (2010) found that for each 
Yuan increase in government spending on public health care households’ savings decrease by 2 
Yuan, in urban areas. 
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 Source: See note 3. 
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In respect of the housing services, Chamon and Prasad (2010) claim that the reduction in the 
government provision of public housing in favor of a more market oriented system and the lack of 
an appropriate mortgage scheme to finance house purchases might have also been two central 
factors in influencing Chinese households high savings rate. Their opinion is supported by 
Brugiavini et al. (2010). According to Chamon and Prasad (2010) calculations, the ratio of 
households savings withdrawals for house construction/purchase to average disposable income has 
risen from 2% in the period 1990–1995 to about 5% in recent years. They justify the fact that 
households still save a lot even if most of them already possess a private house with the claim that 
those who live in the poorest houses are not satisfied with the quality and are planning to buy more 
expensive ones. In particular they estimated that, for the 2002-2005 period, having a home with 
market value in the bottom quartile raised savings rate by 1.5% and having one in the second 
quartile by 0.3%. Having a home in the third and fourth quartiles lowered savings rate by 1.6% and 
3.9% respectively. 
Another interesting element deemed to be very influent on the decrease in savings rate is pension 
income. Feng et al. (2009) analyzes the effects of China’s 1999 pension reform which caused 
expected future pension income flows to decrease for Chinese households. As a result of this reform 
savings levels increased by 6 percentage points for young urban cohorts and by 3 percentage points 
for the cohort aged 50-59. The future pension income effect was estimated to be bigger for 
enterprise workers (21.7 to 25.7 RMB of additional savings for 100 RMB of future pension income 
decrease) than for public workers. Brugiavini et al. (2010) analyzed the effect of the Liaoning and 
Hubei pension system reform on savings level. Such reforms, carried out in 2001 and 2006 
respectively, improved the social pooling feature of the pension schemes and created strong linkage 
between individual accounts and benefit. Brugiavini et al. (2010)  found that Liaoning reform had a 
negative effect on savings level while Hubei had a smaller and positive effect, overall suggesting 
that pension reforms might in fact have played a role in reducing savings rate. 
Finally, Brugiavini et al. (2010) gave another contribution to the literature about savings level. 
According to their findings the most important factors increasing a household need to save were the 
presence in the family of migrant members, the purchase of a private house and, to a little extent, 
the lack of an appropriate pension system. Specifically, they found households composed only by 
original residents to save 14.57% of their income on average, those which include one and two 
migrant members to save 16.72% and 21.00% respectively in the 2002-2006 period. 
As explained, the elements which affect the high savings level are multiple and are related to the 
gaps in the China’s social security system. With the 12
th
 5-Year Development Plan the government 
















objective of these measures is to boost Chinese domestic consumption, it is highly probable that 
these measures will affect FAFH expenditure in China. However, the ways and the extent to which 
it will be affected are not straightforward and, depending on the speed and the direction of the 
reforms, the results might be different. It is therefore important to review the current regulations and 
economic indicators related to each specific policy. Furthermore, in order to understand the possible 
effects that the reform process will have on the FAFH market it is useful to present the current 
reform projects of the Chinese government. 
 
 
2.3. Pension funds 
 
Old people dependency rate in China rose from 9% in 1994 to over 12% in 2011
8
. This is a direct 
consequence of the one child policy which strictly controls the number of new births. It is widely 
known that the working population has to bear a bigger and bigger burden in supporting the old 
dependents. Furthermore, with the recent urbanization trends, young people are more willing to 
move to big cities, as them are associated with better quality of life and higher job opportunities. 
Old people usually do not follow them, remaining alone and in higher financial difficulty. These 
factors create the need for higher income after retirement and apparently have been very influential 
in increasing the savings rate of Chinese households. 
The Chinese pension system is based on good rules and can potentially address these problems. 
Two factors determine how much pension income will a person receive after retirement. The first is 
a redistributive one and it is meant to grant everybody a minimum level of pension. The second is 
made of an individual account which keeps a record of all the contributions during an employee’s 
working life. Participants are sure they will receive the pension after retirement because these 
accounts are backed by the full faith of the Chinese government. But what is more important for this 
analysis is the fact that an individual contribution to its account is directly related to the pension 
amount he will receive after retirement. If an individual save more he or she is entitled to higher 
pension income in the old age and has less need for saving. 
High savings rate due to the risk of low income in the old age are caused by the fact that the number 
of urban citizens which participate to the pension system is limited. Firstly, coverage is high for 
SOEs employees while it is significantly lower for other categories of workers, with the worst 
category being private company workers and self-employed workers. This is because the pension 
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system was managed by SOEs in the past up to the 1990s. The most recent data available comes 
from a 2005 OECD surveys and is reported in Figure 2.1. 
 
Figure 2.1. Urban workers participation to the pension scheme by type of working unit (2005). 
 
Source: OECD 2010. 
 
Secondly, very few migrant workers have the chance to participate to a pension scheme. The reason 
is that the system is fragmented and the pension funds are poor because they do not have enough 
assets to cover all the individual accounts (in 2002 pension funds had almost no assets at all). 
Accordingly, if one worker contributes to his local government funds for his entire working life and 
then moves to another place, the new government in most cases is not likely to grant him any 
pension. The situation for local and migrants citizens looked like Table 2.1 in 2003. 
 
Table 2.1. 2003 pension coverage for migrant workers (five cities). 
 Informal Employment Formal Employment 
 Locals Migrants Locals Migrants 
Pension coverage 54.8% 2.1% 82.1% 29.0% 
Source: Cai et al. (2008), cited in OECD (2010). 
 
In order to improve the economic situation of the households and to boost the domestic 
consumption, the reforms have to address the problem of the coverage of individuals in the pension 
age. Currently the government is working in three main directions. The first is to increase the 
contribution rate for self-employed workers so as to decrease the financial burden of pension funds 
and helping them in increasing coverage among this category. The second is to make the individual 
account transferrable from city to city by lowering contribution rates for migrant workers. The third 
is to increase the retirement age (which currently is 60 for men and 50 to 55 for women). The urban 
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